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Railway and Public Utility Bond Defaults, 
1929-34 

Donald C. Horton, Chief, Debt Section, Division of Economic Research 

ONE significant manifestation of the economic 
disorganization incident to the depression has 

been the difficulties experienced by many corporations 
in meeting their debt service charges and maturities, 
and the resulting large increase in the volume of 
bonds in default. The complexity of the default 
problem, coupled with the lack of adequate informa
tion, makes it impossible to give an exhaustive analysis 
of the situation; but it is possible to throw some light 
on certain pertinent questions relative to railway and 
public utility bond defaults. In this article the fol
lowing topics will bo considered to the extent that 
space and available information permit: 

1. The volume and character of railway and public 
utility defaults during the depression years. 

2. The extent to which defaults have been remedied 
during this period. 

3. The amount of unpaid interest on these obliga
tions. 

Much of the original data used in the analysis has 
been taken from the annual tabulations of the Watt 
Street Journal showing bonds in default of interest 
on November 1. These tabulations exclude defaulted 
issues of $200,000 or less and, in the case of the rail
ways, defaidts on equipment trust obligations. An 
attempt is made, also, to exclude issues held in the 
treasuries of the various corporations or pledged as 
security for other issues. An examination of the data 
for particular issues in defaiflt revealed some evidence 
of increasing inclusiveness, but corrections have been 
made to render more comparable the several annual 
tabulations. The figures presented here represent the 
approximate magnitude of the several items rather 
than exact totals. 

The Volume and Character of Defaults 

The public utility industry entered the depression 
with a volume of bonds in default of interest not only 
larger absolutely than the volume of defaulted railway 
bonds but also larger in relation to the total long-term 
debt. On November 1, 1928, public utility bonds in 
this category were in default to the amount of about 
$280,000,000, representing slightly more than 2 per
cent of the total public utility long-term debt at that 
time. Electric railway issues constituted a large 
portion of the amount in default. Raflway bonds in 
default of interest on the same date amounted to 
approximately $100,000,000, or slightly less than 1 
percent of the long-term debt of class I railroads. By 
the end of 1934, however, the situation was reversed. 
Railway bonds were in default to the amoimt of ap
proximately $1,500,000,000, or about 14 percent of 
the long-term debt of class I railroads, while the total 
of public utility bonds in default on the same date 
amounted to appro.ximately $875,000,000, or slightly 
over 6 percent of the total utility long-term debt. 

In order to eliminate the influence of predepression 
defaults, all bonds defaulted prior to November 1, 
1928, were excluded from the original tabulations. 
Item 1 of table 1, accordingly, shows only those bonds 
in default on November 1 of each year which were 
defaulted since November 1, 1928. All of the issues 
entering into the totals shown in item 1 were in 
default of interest, and a part of the issues, as shown 
in item 2, were in default of principal also. Bonds 
in default of principal only were omitted in the original 
tabulations, and hence do not enter into the totals 
shown in table 1. 

I t will be noted that the high point for the pubUc 
utility defaults accumulated during the depression 

Table 1.—Railway and Public Utility Bond Defaults, 1929-34 

[In thoiuands of doUarsl 

Item 

1. Bonds in default of interest at end of year (exclu
sive of bonds defaulted prior to Nov. 1,1928)... 

2. Portion of Item 1 in default of principal 
3. Amount defaulted during year and not remedied 

by end of year 
4. Amount removed during year from previous 

year's default list (item 1) 
5. Amount in default Nov. 1, 1934 (item 1), by 

years in which default occurred 
6. Item 5 reduced to percentage basis 
7. Percentage of bonds defaulted during year (item 

3) still In default Nov. 1,1934 
8. Estimated accrued interest on defaulted bonds 

at end of year (Item 1) 
g. Annual interest charge on defaulted bonds at end 

of year (Item 1) 
10. Average coupon rate of defaulted bonds at end 

of year (Item 1). 

Railways (year ended Nov. 1) 

1929 

11,073 
0 

11,073 

4,197 
0.3 

37.9 

376 

664 

6.00 

1930 

11,073 
0 

0 

0 

0 
0 

1,040 

664 

6.00 

1931 

211,651 
12,000 

200,578 

0 

189,186 
13 

94.3 

12,361 

11,186 

6.28 

1932 

366,006 
32,000 

143,359 

0 

129,995 
8.9 

90.7 

31,327 

19,465 

6.48 

1933 

1,442,728 
41,639 

1,096,033 

8,311 

1,003,533 
68.9 

91.6 

94,966 

68,484 

4.75 

1934 

1,466,124 
203,190 

129,213 

116,817 

129,213 
8.9 

100 

154,164 

68,885 

4.73 

Public utilities (year ended Nov. 1) 

1929 

32,744 
3,876 

32,744 

23,207 
3.8 

70.9 

1,393 

1,821 

6.56 

1930 

103,362 
13,187 

76,406 

6,787 

30,520 
5.0 

39.9 

6,426 

5,578 

6.40 

1931 

209,168 
16,661 

126,257 

20,481 

65,098 
10.7 

51.6 

27,474 

12,022 

5.75 

1932 

637,731 
103,879 

478,668 

49,983 

249,132 
40.8 

62.1 

40,690 

37,440 

5.87 

1933 

744,813 
132,008 

290,531 

183,449 

173,610 
28.4 

59.8 

81,790 

42,470 

6.70 

1934 

610,869 
141,432 

69,292 

203,240 

69,292 
,11.3 

100 

93,263 

34,062 

5.68 



July 1935 SURVEY OF CURRENT BUSINESS 17 

(item 1) was reached in 1933, whereas the accumulated 
total of railway defaults rose still higher in 1934. 
Item 3, showing the amount defaulted during the year 
and not remedied by the end of the yeâ *, affords a 
rough measure of the volume of bonds defaulted during 
particular years. Railway defaults were especially 
heavy in the year 1933, as evidenced by the fact that 
approximately 68 percent of aU railway defaults during 
the period, 1929-34, occurred in that year. Utility 
defaults were distributed more evenly throughout the 
period, but approximately 45 percent of the total 
occurred in 1932. The volume of both railway and pub
lic utihty defaults in 1934 was muchsmaller thanin 1933 

An examination of the data relative to the volume 
of bonds in default of principal as well as interest 
reveals certain significant contrasts between the rail
ways and utihties. Item 2 shows the portion of item 1 
that was in default of principal and interest on Novem
ber 1 of each year. Although bonds in default of 
principal only are not included in item 2, the volume 
of such issues is so small in relation to the total that 
their inclusion is not necessary for the purpose of this 
analysis. I t wiU be noted that utility defaults on 
principal increased markedly in 1932, whereas railway 
defaults on principal did not reach large proportions 
until 1934. The small volume of railway defaults on 
principal in 1932 and 1933, as compared with the vol
ume of utility defaults on principal for these years, is 
accounted for largely by the action taken by the 
Government to strengthen the credit of the railways. 
At the end of 1933, Reconstruction Finance Corpora
tion loans to railways, less repayments, amoimted to 
approximately $337,000,000, an amount equal to 
about one-third of the maturities of the railways for 
the period, 1931-33. 

Railway maturities for the period 1929-34, accord
ing to the Wall Street Journal, amounted to about 2K 
biUion dollars. The volume of railway bonds that 
were defaulted as to principal during the period 
1929-34, and were stiU in default at the end of 1934, 
amounted to $203,196,000, as shown in item 2. The 
latter figure constitutes about 9 percent of railway 
maturities for the 6-year period. Public utility matu
rities for the 6-year period amounted to about $1,800,-
000,000, and the volume of utility bonds defaulted as 
to principal during the period and stUl in default at 
the end of 1934 accounts for about 8 percent of the 
total utihty maturities. The percentages of maturi
ties defaulted during the period 1929-34 are higher 
than those mentioned above because some defaulted 
maturities had been removed from the default list 
before November 1, 1934, and other maturities were 
defaulted but interest payments were maintained. 

Coupon Rates 

Railway and pubhc utility bonds defaulted during 
the depression have carried, on the average, somewhat 
higher coupon rates than bonds on which interest was 

143864—36—^3 

being paid. The weighted average coupon rate of rail
way bonds defaulting during the period covered, and 
still in default on November 1, 1934, was 4.73, and the 
comparable average coupon rate for utility defaults 
was 5.58 percent. The average coupon rate of railway 
bonds paying interest, as of December 31, 1934, was 
4.63 percent. Sample data on the utilities indicate 
that the spread between the average rate carried by 
bonds in default and those paying interest is as great 
as for railway bonds. 

Table 2 shows separately the pubhc utility opera
ting and holding company bonds defaulted during 
the period under review, and still in default on 
November 1, 1934, by the years in which default 
occurred. Over 30 percent of the operating company 
bonds defaulted and stfll in default at the end of 1934 
went into default prior to November 1, 1931, whereas 
only 3 percent of the holding company defaults had 
occurred by that time. About 55 percent of the hold
ing company bonds in default on November 1, 1934, 
went into default in 1932. The $250,447,000 of hold
ing company bonds in default represent approximately 
10 percent of the total long-term debt of pubhc utility 
holding companies, whereas the $360,382,000 of operat
ing company bonds in default constitute only slightly 
more than 3 percent of the total long-term debt of 
pubhc utihty operating companies. 

Table 2.—Distribution of Public Utility Operating and Holding Company 
Bonds Defaulted Since Nov. 1,1928, and Still In Default on Nov. 1,1934, 
by Years In Which Default Occurred 

Year of default 

1929 
1030 
1031 
1932 
1933 
1934 

Total 

Amount (in thousands 
of dollars) 

Operating 
companies 

23,207 
30,620 
57,606 

111,695 
105,706 
31,849 

360,382 

Holding 
companies 

0 
0 

7,692 
137,637 
67,905 
37,443 

250,477 

Percentage 

Operating 
companies 

6.4 
8.6 

18.0 
31.0 
29.3 
8.8 

100.0 

Holding 
companies 

0 
0 

3.0 
64.9 
27.1 
14.9 

100.0 

Defaults Remedied During the Depression 

Unfortunately, the available statistics are not well 
adapted to show precisely the volume of bond defaults 
remeched during a given period; and no comprehensive 
statistics have been compiled which reveal the extent 
to which defaults have been remedied by resumption 
of interest payments, reorganization, foreclosure, etc. 
I t is possible, however, to obtain a rough measure of 
the volume of defaults remeched during a given period 
by determining the volume of bonds removed from the 
default hst of a particular year by the end of the suc-
ceechng year (item 4, table 1). 

Using this method of measurement, it was found 
by data not included in the table that roughly 50 
percent of the railway bonds in default on November 
1, 1928, and approximately the same percentage of. 
pubhc utihty bonds, had been removed from the 
default hst by November 1, 1934. This similarity in 
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the rates of default adjustment does not hold, how
ever, in the case of defaults occurring since November 
1, 1928. Item 7 shows the percentage of the bonds 
defaulted in each year, 1929-33, that were still in 
default on November 1, 1934. The percentages for 
the years 1931-33 are of most significance, because 
the majority of the bond defaults occurred in these 
years. I t wiU be noted that over 90 percent of the 
railway bonds defaulted in each of these years were 
still in default on November 1, 1934. For the utili
ties, however, the percentages of bonds defaulted 
during these 3 years that were still in default on 
November 1, 1934, faU within the range of 50 to 60 
percent. Only about 9 percent of the railway bonds 
defaulted during the entire period, 1929-33, had been 
remedied by the end of 1934, while the comparable 
figure for the utUities was over 46 percent. 

The Amount of Unpaid Interest 

Item 8 shows the accrued defaulted interest on 
bonds defaulted since November 1, 1928, and stiU 
in default on November 1 of the years for which the 
data are given. In making these estimates it is 
assumed that each bond was in default of 6 months' 
interest on the date of default. The total of $154,-
164,000 for the railways on November 1,1934, accord
ingly, represents the accrued interest in default on 
railway bonds defaulted between November 1, 1928, 
and November 1, 1934, and stiU in default on the 
latter date. This figure, however, fails to show the 
total amount of impaid interest traceable to railway 
bond defaults during this period, because it does not 
include unpaid interest on bonds defaulted during 
the depression but removed from the default hst prior 
to November 1, 1934. Since it was in 1934 that most 
of the eliminations from the railway default hst 
occurred, it is probable that a substantial amount of 
interest that was not paid when default was terminated 
is excluded from the above figure. 

Additional hght is thrown on the question of the 
amount of impaid interest traceable to railway defaults 
during the depression by item 9 which shows the 
annual interest charge on bonds defaulted since No
vember 1, 1928, and still in default on November 1 
of each year. The total for the 6 years amoimts to 
$169,348,000. By accumulating the aimual totals in 
this manner, it is possible to include the major portion 
of the unpaid interest excluded in the previous total 
of $154,164,000. The amount still excluded is the 
interest for a part of a year on bonds in default on 
November 1 but removed from the default hst 
during the fohowing year. However, the figure of 
$169,384,000 is too inclusive, because bonds defaulting 
in the particular year for which the annual interest 
charge is computed had not on the average accumu
lated a full year's unpaid interest by the end of the 

year. By tabulating the bonds defaulted each year 
according to whether default occurred in the first or 
second half of the year, it was found that about 45 
percent were defaulted in the 6 months ended May 1 
and 55 percent in the six months ended November 1. 
Thus the estimate of $169,348,000 is probably uiflated 
from 2 to 3 percent by this factor. I t is inflated also 
to the extent that any accrued interest in default 
was paid at the time the default was terminated. 
In view of these considerations it does not appear 
xmreasonable to conclude that the impaid interest 
resulting from the railway bond defaults of the 6 
years amounted to as much as $165,000,000. 

I t is impossible to estimate with a high degree of 
accuracy the amount of unpaid interest traceable to 
pubhc utihty bond defaults during the depression. 
The figure of $93,263,000 (item 8, table 1), represent
ing interest in default on bonds defaidted after No
vember 1, 1928, and stiU in default on November 1̂  
1934, obviously excludes a large amount of unpaid 
interest on bond defaults adjusted prior to 1934. 
Over 46 percent of the utihty bonds defaulted from 
1929 to 1933 were removed from the hst by November 
1, 1934, and unpaid interest on these bonds is not 
included in the above figure. A case study of the 
larger issues removed from the default hst inchoates 
that in only a few cases were defaulted coupons paid 
when the default was terminated, and in these cases, 
the payment of interest was usuaUy associated with 
a reorganization in which the bondholders received less: 
attractive securities. On the other hand, the total 
of the annual interest charges on bonds defaulted 
since 1928 and stUl in default at the end of the year^ 
amoimting to $133,402,000, is subject to the same 
qualifications as the figure of $169,348,000 for the 
railways. Since over 60 percent of the defaults during 
the period 1929-34 occurred in the last half of the year, 
it is probable that 5 percent too much interest is in
cluded because of this factor. The above overstate
ment is ofi'set, however, by the failure to include 
interest on bonds for the part of a year between the 
November 1 on which default is last shown and the 
date on which default was terminated. 

While a definite estimate of the total unpaid interest 
on pubhc utihty bonds defaulted during the depres
sion would be fraught with possibilities of error, it 
may be said with reasonable assurance that the total 
probably hes between $120,000,000 and $130,000,000. 
When account is taken of the fact that some defaulted 
issues are excluded from both the railway and the 
pubhc utihty lists, it appears that the total utihty and 
railway unpaid interest on defaults since November 1,, 
1928 approached $300,000,000 by the end of 1934. 
Although large the total represents absolutely, less, 
than 4 percent of the total interest charges on the rail
way and utihty fimded debt for the 6 years 1929-34. 


